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EXPENSES ARID MANAGEMENT 

by Ardian C. Gill 

With a superabundance of inflation- 
driven forces threatening the life insur- 
ance industry, the problem of expense 
control sometimes seems an artifact of 
all earlier era. Yet, after assembling and 
studying data on expenses of ordinary 
life insurance, I am persuaded that the 
subject needs current and constant atten- 
tion because (a) if ignored, a small ex- 
pense problem will almost inevitably rise 
to major significance, and (b) expense 
control is a measure el' the effectiveness 
of maivtgement i l l difficult times. 

- -  -This  second point deserves elahoration. 
In an expanding market, said Hamer.  

) mesh and Silk, Ilarvard Business Re- 
view, March 1979, a high-expense, high- 
profit operation is possible, but in a stag- 
nan( or declining market (such as char- 
notarizes individual life insurance to- 
day) etl~cienl manul'acturing and distri- 
]mtlon are essential for continued profit- 
able ope,'ations. A company's  ability to 
produce a life insurance product at coin- 
petitive cost is clearly related to its level 
of expenses; hence any index that mea- 
sures a company's  expense level and 
t,'ends has particular value in a non-ex- 
panding market as a measure ol7 its abili- 
ty to manage. 

The diffmuhy of measuring manage- 
merit effectlvencss is compoundcd in the 
life i n su rance  indus t ry  because  Of prod- 
lict complexity and inconsistencies in 
accoutitblg practices which render Ihe 
tist,ai earnhlgs per share fignre invalid 
fOr mt, tual companies and at least sus- 
pect for stock companies; thus some 
other index is needed. 

E x p e n s e  S t u d i e s  i n  C a n a d a  

Begi/uling; with Arthur  Pedoe's work 
(T.S.A. Xll,l,(1961), 1), various fornnl- 
lae have been eml)loyed in Cauada to 
measure expense trends and levels. 

(Cont inued  on page 6) 

A cordial welcome to our newest 
Associate Editor, Deborah Adler Pop- 
pal, F.S.A. 1980. Deborah's  first con- 
tribt, tion to our columns was "Ode to 
A Part  Three Student," April 1.979 
issue. 

WHO ARE THE NEW FELLOWS? 

by Deborah Adler Poppel, 
Associ~tte Editor 

The quhllessential new fellow is a 
28 year old married man who has been 
taking exams for 6% years. At least, ac- 
cording to the respondents to a question- 
,mire prepared hy Benjamin N. Wood- 
son, Fred A. Deering, and Thomas P. 
Bowles, Jr. for presentation at this past 
spring's New Fellows luncheons. The 
questiommire was sent Io all who had 
reached fellowship in May or November 
of 198l, and about 160 (6057o) respond- 
ed. 

The demographic data, however, was 
less interesting than the response to sub- 
jective questions. The majority of re- 
spnn,leilts were hidlish on tlle actuarial 
carter: feeling that it offers job satisfac- 
tion, economic rewards, and challenge. 
Most wouM encourage others to enter 
the ficld, but some specificd '"clear cav- 
cats regarding difficulty of achieving 
st,ecess, ~' 

But reaction to the industry in general 
was nlnch less favorable. Only 25o~ feel 
that the short range (5-7 years) future 
of the industry is "Bright",  with 15~/~ 
calling it "Dim",  and the balance "in- 
between." Interestingly, they felt the long 
rangc (].0-75 years) prospects to be bet- 
ter--4.5% "Bright"  and only 2% <'Dim." 

When asked if the industry provides 
any disservices, a startling 50% gave 
m a r k e t i n g - r e l a t e d  answers, ranging 
from "overzealous agents" to "failure to 
educate tile puhlic" to "toleration of 

(Continued on page 7) 

FINAL-SALARY PENSIONS IN THE U.K. 

by Kenneth G. Buffin 

"Valuation of Final-Salary Pension 
Schemes," it paper by R. B. Colbran, 
F.I.A.  submitted to the Institute of Actu- 

aries in London last April, contains much 
of interest Io North American actuaries, 
including a review of major ways in 
which United Kingdonl and North Amer- 
ican actuaries differ in their apl),'oaehes 
Io valuing these plans. 

The author observes that our profes- 
sion's advice determines the amount that 
brit l .h in(lnstry takes from working capi- 
tal and shareholders'  funds to be set aside 
in pensioil funds, and thus actuaries 
..,.,really influence the national economy. 
The paper stresses the actuary's responsi- 
bility to ensure that employers neither 
be misled into thinking that their pen- 
sion liability is less than is likely nor be 
encouraged to overprovide. Tile author 
mentions the importance of achieving 
stabilily of pension costs as a percentage 
of payroll and acknowledges tile con- 
cei'ns of l)articipants for be,refit security, 
and of accountants for proper recogni- 
tion of liabilities. 

Operaling in an environment of rein- 
lively little regulation, the U.K. pension 
actuary relishes this [reedom but desires 
that the Institute give guidance to its 
meml:~ers on acceptable practices. In- 
deed, one of the author's main recorn- 
lneildations is that the Conncll of tile 
]nstitiile act to discourage members from 
using one particular l,unding method, the 
"Discontinuance Target  Method," in 
widespread use in tile U.K. for insured 
pension plans, which, as he undertakes 
to demonstrale, rest,Its in lower contri- 
Imtion levels than do methods designed 
to produce stable cont,'ibution rates over 
a loug  period. 

The Aggregate Method, used most 
commonly I)y consulting actuaries, has 

(Cont inued  on page 7) 
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EDITORIAL 

SURVIVAL TABLE OF FELLOWS 

JAMES L. COWEN’S figures in this issue, juxtaposed with a tabulation of present 
Fellows furnished by the Society oltice, permit constructing-for the first time, we 
believe-an abridged survival table recognizing the major decrement (death) from 
our professional ranks as well as the consistently minor one (withdrawals). In the 
past ten years, net losses by Fellowships being dropped were only 25 out of 32,000 
exposed. 

lVhen 
Admitted 

1889.1918 
191.9-1923 
19243.1928 
1929-1933 
19341938 
1939-1943 
194,4-1948 
1.949-1953 
1954-1958 
1959-I 963 
1964,-1968 
1969-1973 
1974-1978 
1979-1981+ 

+ Three years only. 

Fellows 
Admitted 

309 
55 
98 
98 
ii 

157 
205 
250 
3441 
511 
755 

1,412 
957 

5,332 

Fellows on Survival 

Rolls, June 28, 1982 Percentage 

0 : 
14.50/, 

2% 34a.7 
53.1 

4G 56.1 
60 GO.6 

132 84.1 
173 84x.4, 
225 90.0 
322 93.6 
491 96.1 
74,4* 98.5 

1,4,02 99.3 
951 99.4, 

4:640 87.0 

vival 
Informal smoothing of the above percentages suggests that the underlying sur- 
percentages may be about as follows: 

Survival For: Survival For: 

2 Years 99.8% 31 Years 
6 ” 

87.0% 
99.5 36 ” 80.0 

11 ” 98.5 4I ” 72.0 
16 ” 97.0 4’6 ” 62.0 
;; I, ,t 92.0 95.0 ;; II I, 35.0 50.0 

Details for individual years will be happily furnished to any Part 5B student 
who wishes to apply modern graduation methods to this series. 

It strikes us as impressive that fifty years after qualification, half of n cohort of 
new Fellows still adorn our profession. 

E.J.M. 

LETTERS 

Life Expectancy Of the Retired 
Sir : 
tn his Guest Editorial (June issue) 
Robert J. Myers tells us that, measured 
by expectancies, age 71 is now the 
equivalent of age 65 in 194,O. 

Are we to conclude that no increase 
should be granted in the amount OF lei- 
sure time available for retirement? Does 
that logic apply in other respects also: 
should retirees be clenicd drugs that were 
unavailable in 194.0? ; should the average 
retiree (or for that malter the overngc 
l)erson) hc limited in 1.982 to the: num- 
her of television sets that were owned 
in 1.94#0? 

1 hope my point is clear: living stan- 
dards hnvc improved since 1940; uvail- 
ability of a lottgcr retirement Iwriotl is 
a valid form ol such improvement. 

Uotuard Youug 

Mr. Myers responds: perhaps a por- 
tion, but not all, of the gain in rctire- 
ment lile expectancy should IN: made 
available to he re~irccs, die ~JilkIllce h- 

ing shared with younger workers,.g,-- 
in the form of lower taxes. This need 
not be a matter of all or nothing. 

Shakedown Cruise 
Sir : 

Michael T. Merloh (June issue) is justi- 
fied in criticizing tile 1981. Part 9 on 
the grounds of haphazard syllabus, im- 
proper coverage of material, and ques- 
tions set on matters not covered in thcb 
syllabus. 

We believe many of these shortcomings, 
attributable to dificulties in meeting 
deadlines on essentially a brand-new es- 
am, have been corrected in 1982. 

Sam GulLcrmun, 
Clmirrnurt, Edrrcmlion Commiltee 

h b * * 

Syllabus 
Sir: 

I couldn’t agree more with Kenneth T. 
Pawulski (hlay issue) ; we shoultl tlc- 
finitely add complltcrs to our exam sylln- 
I,llS. 

LOMA is a stcl, ahead of us. They rc- 
qiiire Systems and Data Processing for 
FLMT. /\ 

David B. Alkiruon 
+ * * I 

(Continued on page 3) 
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SS COMMISSION Dl$CUSSES NORMAL 
RETIREMENT AGE 

by David ill. Lipkin 

1‘ 

(First of two articles. The second will 
report Robert J. Myers’ role in these 
proceedings.) 

At its June 21.: 1982 meeting, the Nu- 
tional Comnii.3;ion on Social Security 
Reform discussed whether continued 

J 
mortality improvement justilics raising 
the normal rcti rcmcnt age. 

? Neither of two esperls who appeared 
by invitation saw sucli justification. In 
the discussions that followed tllci r pre- 
sentations, Commission mcmhcrs appcar- 
cd .split over the issue. 

The first authority, Dr. Jacol~ Fdct- 

man 01 the U.S. Department of Health 
and Human Services, addrcsscd the qucs- 

tion whclher morlality improvcmcnt can 
he equated with more years ol produc- 
tivity; he reported from a rcccnt survev 
that the proportion of men aged SO-66 
who said they were unable to work in 
job for which they were suited increas- 

; 
ed in the 1970s even though male mortali- 

-t-y-decreased. -He said that many wl~ose 

0 

lives were thus extended had I~een 
rescued from heart attacks, and tllus in- 
cluded otherwise unllealthy or disahlecl 
lives. Furthermore, non-lcthnl disalbling 
conditions, suc’h as arthritis, wouldn’t he 
cxpectecl to improve as mortality dc- 
clincs. 

Noting that one reason why the hettcr- 
educated show low disability rates is Ibe- 
cause they gcncrally have l&s phpsicnll) 
demandin g jolts, Dr. Feldman esprcsscad 
doubt that future hetter-cducatccl gencr- 
ations will cspericncc improved morbidi- 
ty. Rcccnt country-wide tilestyle changes, 
e.g., more escrcise and less smoking, can- 
not, hc said, he counted upon to expand 
productive lifetimes; any such gains 
mny he offset IJ~ losses from alcol~ol and 
drug ahusc. 

Dr. Robert Butler, National Institute 
on Aging, echoing Dr. Feldman’s doul)ts, 
proposed estnhlishing a “health espec- 
tancy index” as a numerical measure. 
He said that many illnesses previously 
attributed to aging (hence incnrnl~le) 
arc now being diagnosed as diseases 
(hence curable or preventable). 

0 
I’et,Dr. Butler seemed less settled in his 

mind than wa.5 Dr. Feldman on the issue; 
he belicvcs that lifestyle changes may 
eventually inlprovc morbidity, and he 

reminded tile Commission hat surveys 
of people’s perceptions and rccollcctions 
arc notoriously unrclial~lc. 

Commission Discussion 
Much oE the ensuing discussion con- 

cerned reasons why reported morlJirlity 
is incrcnsirig, the principal ones cited 
I being: 

1. Morl~idily really is increasing. 

2. Lower mortality is saving unhealthy 
lives. 

3. The definition of disability is 
changing. 

4. Diagnosis ancl rcporling have lx- 
come more accurolc. 

5. Large disability lx&its ancl high 
uncniploymcnt are obscuring the 
facts. 

When Dr. Felclman said that two- 
lhircls ol those aged 65-67 believed them- 
selves fully able to work, one member 
asked if policy should hc built for the 
two-thirds who can work, or for the one- 
lhircl who cannot. 

l<secutive Director l<olxrt J. Myers 
csplaincd tllc compromise ~Jct.\Vee~l con- 
ccrn about cost and public dcsircs that 
cnuscd age 65, rather than 60 or 70, to 
Ix chosen initially as the earliest retirc- 
ment age. One memhcr I.)elievcd that 
when the hahy boom matures, a higher 
normal age may he needed to keep older 
workers in the Iahor Iorcc. Dr. Butler 
eml~l~osized that individual choice of 
when to retire is desiral&; this met with 
some niernl~crs’ approval. 

Mcmlbcrs who Iavorcd maintaining 
age 65 as the normal hclievcd that a 
cliangc would hurt those least able to 
alTort it: while those favoring change 
stressed today’s greatly increased life 
cspcctnllcy. One memhcr’s view is that 
Social Security’s promise should be rc- 
gardecl -as no more than keeping a con- 
stant ratio OC retirement years to work- 
ing years. But another considers that we 
are now presented with a demographic 
opportunity to get the system on to a 
sound financial footing. 0 

MAIL ALERT 
During the summer you should have 
received your copy of tile Record, 
Vol. 8, No. 1 covering the Houston 
meeting last April. If not: tell the 
Society office in Chicago. 

letters 
(Continued from page 2) 

History of Part I Passers 
Sir: 

Li nc!cn N. Colt’s statistics and projcc- 
tiolls (June issue) warrant much further 
analysis. For csamplc: 

(1) How well, relatively, have stu- 
dents who got credit Ior Part 1 by the 
Graduate Record Exam route perform- 
ccl? 

(2) Wliat is happening to women, 
ethnic groups, etc.? Surely French Cana- 
dians cannot continue to supply their 
phcnnmenal 7% - 9% of all successful 
candidates and hope to find employment 
in Quebec. 

(3) I hope the fr~nclamcntal question 
whclher rapid cspansion, or even any 
cspansion, in lhc number of actuaries is 
clcsiral~lc, is hcing addressed. 

(4) Finnlly~ we should learn irom the 
first horrendous (and wrong) economic 
projections ot the Club of Rome, and 
not assume that this world is governed 
entirely l~y the exponential growth lunc- 
tion. Thcrc is also the sine function; the 
pendulum will swing back. 

Charles V. SchallerXedl~ 

Sir: 
* * 0 l 

1 wonder il trends are discernible in the 
percenlngcs ot Part 1 passers who will 
beconic Associates. 

As an alumni admissions rcprcscnta- 
Live for my college, I have access to fig- 
ures that show that even though the num- 
her of al~l~licants has been shrinking, the 
perccntngc who are qualified and inter- 
cstcd II~S grown. Perhaps the Society is 
nhout to experience such a condition. 

Thcrc is of course the possibility that 
my alma mater has weakened its defini- 
tidn ol “qualified”. But they claim not 
to have, and my experience corroborates 
Ihat claim. 

Robert L. Whitney 

SOFASEX + l * * 
Sir: 

The folder in my clesk, containing Socie- 
ty studies on discrimination and natur- 
ally lal~ellecl S OF A SEX, has prompted 
my secretary to ask why I keep so ac- 
cessihlc a file that calls attention to my 
personal prcfercnces. 

Howard II. Kuyton 
li 4 l l 

(Continued on page 5) 
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PROGRESS REPORT: 

PRE-1889 ACTUARIES 

An esciling array of rcacler responses 

has more than quadrupled our list of ac- 
tuaries who practiced in North America 
too early in the ninclccnth century to 

have hecomc mcmhers of the Actuarial 

Socicly (see May issue, page 6). Though 
still iiicom~~lclc, tJlc roster now contains 

59 names : 

Francis B. Bacon W. E. Harvey 
Hugh C. Baker John W. Hornnr 
Benjamin G. Balch C. Rf. Hibbard 
Stephen Ball Edward II&y 
W. H. Beers Benjamin Kendall 

John Blackbridge Benjamin D. Kennedy 
Nathaniel I. Bowditch George B. Lester 
W. N. Bowers Preston S. Lincoln 
Joseph P. Bradley James Weir Mason 
W. A. Brewer, Jr. Levi W. Meech 

E. W. Bryant Lewis Merrill 
David Rurke 1. J. Merritt 
Charles Carpmael Albert C. Milton 
R. L. Case, Jr. George L. Montage 
Seth C. Chandler, Jr. I+. R. Morley 

.I. B. Cherriman 
John E. Clark 
Osman D. Clark 
W. J. Collin 
N. G. De Groot 

Edward Dewey 
I\mzi Dodd 
Ezekiel B. Elliott 
John F. Entz 
Pliny Freeman 

David L. Gallup 
Charles Gill 
Leopold Goldman 
Norman W. Harris 
Charles J. Harvey 

Carey Burdock 
Robert R. Pease 
Bcninmin Peirce 
George W. Rcetl 
E. H. Sewcll 

Jncoh Shoemaker 
Frederick StanclilTc 
Charles 1-I. Stcwsrt 
Willinnl P. Stewart 
John R. Thurston 

A. $1. Ward 
P. I). Whitmore 
Eli7.rlr Wright 
Lucy Jane Wright 

In some cases we lack enough particu- 

lars Lo be sure that the person’s responsi- 
hilities warrant describing him as an ac- 

tuary; in a number of others we ha\~c 
been given anecdotes easily worthy of 
inclusion in lhe historical essay that is 

in the works. 

I’lcosc - those who have historical 

data Init Iiave not got around to writing 
-let us hear from you. 

E.1.M. 

by Frank G. Reynolds r-, 

(This is Article No. 2 in a series.) 

Current reform negotiations have their origins in a paper presentccl to the 1968 
International Congress of Actuaries by Boehm and Rcichel in collaboration with nine 
other German-speaking actuaries. Its scope was vast as it undertook to give the 
rationale for a new system oE notation, to develop a new Tnternational Actuarial 
Publication Language, to estend the notation to pensions and health insurance, and 
to proviclc a second computer-compatible language. 

Paramount considerations iwere printability and compatibility with other mnthe- 
matical fields. Accordingly. a liilcar, functional notation Iwas or[‘crcd. For symljols, 
it was proposed to use the 52 Latin letters, the lower case Greek letters, the ten Arabic 
numerals, and the fourteen common special characters. 

The central letter of the present notation was to be retained. Modifying letters, 
such as “c” for continuous functions and “m” for insurances payable immediately on 
death (the “miclclle” of the po1ic.y year): could he appended. 

Following the symbol were five Mocks to he contained in brackets and separated 
by semi-colons; 

Block (i): Age(s) of the person(s) on whose survival payment depends. 

Block (ii) : Information on 

-time of maturity 
-period of dcfcrment 

-commencement ages 

-masimum duration - 
Block (iii) : Payment frequency, where appropriale. 

Block (iv) : Interest rate. 

Block (v) : Mortality table. 

Thus, omitting the interest and mortality terms, 

Current Proposed 

$4) 
x:n i‘(x; x:n; 4) 

THE OPENING PROPOSAL FOR ACTUARIAL NOTATION REFORM 

s- i(x; - x:w )+S (y; y:w ) i&y;. x:w , y:w ) 
XY 

AX 
Am(x; 0:w ) 

tVx 
V(A(x; 0:~. ), P(A(x; 0:~ .);.a(:; x:W ; t))) 

As can be seen, there was a considcrablc increase in volume, with, though, some 
increase in clarity for the beginner. A few shorthand rules were suggcstecl for com- 
mon cases. 

For pension funds, the notation was to retain the same basic forms as for indi- 
vidual life functions but to use identifying letters for the sis states-active, invalid, 
pensioner, widow, orphan, and full orphan. A sequence of thcsc letters could he used 
when an individual goes through a series of states, e.g., the present value ol a widow’s 
pension for a person currently a pensioner would be %rw( ). For sickness insurance. 
the notation called for identifyin ‘P g the claim frequency and cost by a basic symbol 
modilied to identify the sources of claims. 

(Continued on page 5) 
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Actuarial Notation Reforms 
(Continued /ram pnge 4) 

0 
For the computer counterpart notation, the addition of letters 1’ and T were used 

to translate a and ;i to upper cnsc form. The stem was modified hy a number or letter 
to identify each of the blocks in the printed notation. Lastly came the variables. Thus, 

Presen.! 

ii 
X 

Proposed 

AT (Xl 

xx AM(X) 

Main objections were to the diff1clllty in readin, m the notation and the intcr- 

mingling of letters and numlxrs. It was generally agreed t.hat clarification and so1nc 

Ircsh thinking were needed; the nest few years proved fruitful. q 

THE E. & E. CORNER 

AILS.: For all practical purposes, the 
Sociclv now has eleven csams; in due 
c0ursc Ihis will be made clear by rc- 
nuniI~cring. 

This all-began in 1980 when, tn per- 
mit Part 4, to hecome also Part EA.1 
(first exam for Enrolled Actuary in the 
U.S.), part of Life Contingcndics was 
moved away to form tl1e original Part 
SA. Since then: the Risk Theory syllal~us 
has hecn strcngthcnecl, and moved fro1n 
Part SR to !;A. And Part 5B itself has 
Iteen evolving. with introduction of new 
trs1s. 

Qucs.: Vha/. does a grade 5” mean? 

Am.: A grade of 5’ means that thecan- 
tlirlntc did not meet minimum stantlartla 
required for each subject, hut otherwise 
would have achicvcd a passing grade for 
the enlirc exam. Meeting a minimum 
standard for each subject is a current 
rcq11ircmcnt of Parts 3, 5A and 5B; this 
is noted in the Course of Rending. 

Qc~es. : lVhrl should a slttden! who oh- 
serves apparent cheahg during an IX- 
anl.itlcrLion do aboul this? 

AILS. : The student sl~ould immedintel~ 
infor1n the #exam supervisor or proctor, 
who will take whatever steps are needed 
lo prevent clleating from continuing, and 
will report the incident in confidence to 
the Society #&ce. Anonymity of all con- 

ccrned will Ix assured by use of candi- 
dale numbers, not names. 0 

letters 
(Con tilllLcd jrOllL page 3) 

Ecclesiastes, 1:9’ 
Sir: 

I’ivc score and seven years ago, Simon 
Schrciher: who was the original force 
I&inrl cstahlishmcnt of Pacific Mutual 
Li Te 1 ns11rancc Company, clcvelopecl and 
niarkclerl a universal-lift-type product. 
The company’s history (1925) hy C.I.D. 
Moore descrihcs. the event thus: 

‘<Mr. Schrcihcr . . . conceived the idea 
of scparnting the life and endowment 
elcmenls or premiiims paid for insur- 
ancc, and depositing the endowment 
element in hanks, which with the in- 
terest accumulated~ would at the death 
of Lhc ineiiretl he paid to lhc henefici- 
nry, in addition to the life insurance. 
The Pacific Mutual could not carry out 
such a plan, hence RIr. Schreiher cre- 
ated l0r that purpose an independent 
concern, known as the Trust Fund Tn- 
e11rnnce Association . . . The pure lift 
element (was) turned over to the Paci- 
fic Mutual, \vhich carried the risk, and 
the endowment element placed on de- 
posit with (a trust company) organiz- 
ed primarily for the purpose of re- 
ceiving such deposits.” 

Sad to relate, the trust company “fell 
on evil days and was disrupted with 
considerable loss to the depositors.” 

Dennis /Il. Corbel! 

*The thing that hath been, it is that which 
shall he; 

and that which is tlonc is that which 
shall be done: 

and there is no new thing untlcr the sun. 
+ ,k * * 

Board of Governors 
Sir: 

I tl1ink I have the answer to Peter W. 
l’lumlcy’s prolJlem of an unrcpresenta- 
Live Board (h/lay issue). Let’s have the 
I~ourcl consist of everybody in the So- 
ciety: cvcn though it may he clificult to 
find a large enough Board Koom. 

Failing this, I propose that rather than 
imposing more quotas for rcpreeentalion, 
WC do away with those that WC now (al: 
lwit gently) lay upon our elecloratc. 

The Socicly neccls at its 11elm qi1alihcd 
people willing and nhle to lead us 
through onr chnllcnges and opportuni- 
lies. The way to have younger members 
0ii our Board is to cncouragc younger 
incrullers Lo get involvccl in our activities. 

Robert I:‘. Iftr.r~~rad 

Ld. No/e: See Edward S. Silins, “697 
~~olim1eers”, in Ihis issue. 

October Exam Seminars 
Georgia State University will conduct 
the following: 

Part 2 Part 5B 
Part 3 Part 7E & EA-2 
Part 4, Part 71 
Part 5A Part 7(CAS) 

Information from Prof. Robert W. 
13atten at his Yearbook address. 

llr~ivcrsi~y oj lVaterloo will offer 
these : 

.Pnrt 4 Part 7 
Part 5A Part 9 
Part 5B 

Information from Prof. M. A. Ben- 
nctt at his Yearbook address. 

Registration Fee For 
Retired Members Halved 

Members whose annual diics are 
waived uncler Article IX of the By- 
Laws may now attend our Spring and 
Annual Meetings at half the regular 
registration fee. This has lxen voted 
hy the Board of Governors. 

The Washington Meeting registra- 
lion fee for these members will there- 
rorc 1~ $55, not th& $110 shown in 
the meeting announcement. Those 
who have already sent in $210 will 
Ix refuncled $55 automatically. 
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Expenses and Management 
(Continued /ram pnge 1) 

These consist of unit espense factors to 
he applied Lo companies’ annual .slutc- 
mcnl: figltres to produce a tabular or 
Ijnse-year espensc. In Ihe formula used 
for the longest time, the Canadian In- 
&lute’s Espense CommiLlee reprodttcctl 
the average expenses of the nine largest 
.c; i I“ I r 0 itllc 1’1n i c c mpatiies in 1969. Out of 
pcrvcrsity or delicacy the result was 
tlul~l~etl Formula 70. A cornl~ar~y’s actual 
espcnses ratioed Lo the tabular, i.e.: for- 
mula, espenscs createcl an index similat 
to LllC CPI. 

Later, the Commillee divided cotnpa- 
tties into three size groups and found 
that Ihe smaller companies opcratecl at 
a lower expense lcvcl lhan the middle 
sized, wliilc the large companies were 
lower lhan tither group, a resitll since 
clttplicated in sonic LIMRA studies of 
U.S. companies (Douglas J. Bennett: 
“Bigger May l3c Ketler,” ResL’s Keuieru, 
December 1981 ). \Vhile results I)): size 
group are interesting, those hy individ- 
ual company are rcvcaling to those who 
agree that cspcnsc lcvcls mcasurc mana- 
gerial effcclivencss. 

The TN&W Index 

Pultitig these asides asicle, I will now 

dcscrihe a formula patterned after For- 
mula 70 a1111 dcrivcd from LOMA data 
ol’ the era 1976-X. This not I)eing a 
scienlific paper, I won’t describe the pro- 
cess lleyotirl sayitt g that unit espetrses of 
twelve cornpanics were slttdiecl and a 
rclalivcly homogenous group of eigltt 
mutual companies was used to produce 
crude Iactors which were then applied 
Lo Lhirtccn niulrtal companies and atl- 
justccl to rcproclucc essentially their then 
espcnse Icvcls as a group. (This com- 
Lined ratio was ,995 in 1976 and 1.002 
in 1977). Taking a leaf frotn the Cana- 
dian maple tree, I first called the result 
Formula 80. The Carradians one-upped 
me by coming out with a Formula 80 of 
their cwn so, like Joseph Hcllcr when 
Mila 18 prccmptcd the original title of 
Catch 22: I’ve retitled my clTort the TN- 
&\V Index. 

Like Formula 70 its chief virlue is 
that il reproduces the companies total 
expenses as described, but from observa- 
tion of companies I have worked with, 
I think ils shape is right, for large com- 
panies anyway. The formula allowances 
are: 

A. 120$X0 of first year premium 

R. 5c/c o[ rcncwal and single premiutns 

C. $50 per policy issued 

11. $1 per lliousancI of trew issues 

II. %l:? per policy in force at year end. 

These factors are applied to direct 
business only, avoiding the distortions 
of reinsurance transactions. Some might 
argue for a small per thousand renewal 
cspensc faclor., Ibut would do so unsuc- 
cessfully willt me. 1 n any event, Ihe for- 
mula’s precision will not be defended ; 
its utility will. Actuaries or controllers 
should feel free to adjust Ihc formula so 
as Lo reprocluce llteir Own espcnscs as 

100 in wltatcvcr Ibase year they pick. 

The espcnscs measured are corntnis- 
sions and general espenses (page 5, col- 
unln (3), lines 21. and 22A of tlte U.S. 
nnnttal statemettts). A case can be made 
for including line 23 (insttmncc tases) ; 
in that event, factor B sl1o~11c1 he incrcas- 
ccl to 7a/,. 

Alter that lengthy wind-up, here’s the 
pitch. First, the tnutuals for 1976, 1980 
and 1981 : 

MUTUAL COMPANIES 

Compnny 1976 -e 

A 93.6yh 
I3 106.1 

6 
94.9 

1048.3 
E 

E 
122 
7712 

H 115.1 

: 
S7.8 

113.6 

2 
101.0 
103.0 

M 106.7 

13 Company Total 
99.5 

1981 

108.457 104N.40/0 
1064, 112.1 

98.9 93.1 
121.6 133.3 
126.6 119.2 
114.5 123.6 

79.6 81.1 
129.4 139.9 
941.7 98.0 

1248.5 129.3 
104.2 113.0 
107.9 109.1 
108.6 114.6 

104.5 106.9 

The 13 companies as a group seem, 
superficially, to have held their own 
against inllalion. Percentage items arc, 
Iiowcver, iriflatiorl-immutie~ and IclCC 

amounts have tnore than kept up with 
inllation, which leaves only per policy 
cspcnses. For those, the implied inflation 
rate was 7.8% from 1977 to 1980 and 
3.9G/o for 1977 to 1981. Tlrc 1981 rate 
\vas 12.4c/,. 

The same formula applied to twelve 
large stock companics produced the fol- 
lowing results for the last three years. 

The two companies with the lowest indes 
numbers are part of a multiple line op- 
eration; perhaps even more interesting, -, 
s0 are the three outstandingly ltigh com- 
panies. Total index numbers are not 
shown because this group is a mised Ijag 
an d aggregates may not mcnn much. 

STOCK COMPANIES 
Company 1979 1980 -- - 

N 118.3% 121.9% 
0 81.5 81.7 
P 113.5 124.2 

Q 128.9 1.34,.5 
I< 136.5 1.35.5 
S 83.7 87.9 
T 11.3.6 129.7 
U 93.3 94.0 
V 123.4’ 123.2 
w 111.3 110.6 
x 82.6 86.9 
\ 72.6 77.3 
z 147.7 137.4, 

1981 

132.1% 
71.7 

132.4. 
121.0 
158.7 
94.A 

121.9 
11.9.2 
123.8 
107.9 

90.2 
73.0 

14.2.2 

Actttorics seckittg to crack my alpha- 
heticnl code will he faced with a task 
similar to fincling the mathematical pro- 
gression for Lexington Avenue sulnvay 
stops, the nest tertn of which is “Astor 
Place”. Since the underlying data’ h;k 
from public documertts, anyone curious /“\ 
(aljout either company names or the 
Astor Place remark-Ed.) is invited to 
phone (212) 4~90-3460 for details. 

A highly placed insurance executive 
was quoted recenlly in lhc Wall Street 
Journal as saying, “Expenses will he the 
haltlegrottt~tl of the eighties.” Yes, hut 
wlterc shall that battle he fought? Only 
ahout 20% of the total formula expenses 
are for issue and maintenance; the hal- 
ante are related to premiums atrcl are 
tnostly sales cspenscs. Since the first law 
of cspensc control is: “Go after the Ijig 
riunil~ers~” the hattle will he fought over 
sales compensaliott. Some readers will 
recall a similar war among automobile 
insurance writers heginning in the fifties 
and sparked 1,)’ one of the two low-incles- 
trrttnl)cr stock companies; in life insur- 
ancc a similar heginning has been spark- 
ed hy early entrants to lhe universal life 
field. 

The correlation between new business 
and a good indes number is obvious 
from lhe formula. Since expenses nflect 
tlte product’s price: we would cspect 
high correlation bctwccti espcrrses arid- 
producliot~, a conclusion supporled hy 
the fact that the auto cotnpanies referred . 

(Continttcfl on pnge 7) 
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Expenses and Management 

(Continued from pnge 6) 

0 
to have now ltasscd the (hen largest such 
cotnpanies. I will not predict the same 
for lift companies: but ‘it’s worth noting 
that they are not immune from the nectl 
cited earlier to improve manufacturingr 

I 
and distribution costs. IL will be a test 
ol ninnapemettt skills Lo bring that about; 
it is hoped th.st the index will reasonably 
tneasure the ,c~uccess achievccl. Recent re- 
sults suggest lhat sotne: such as Cotnpan! 
0 have managed their espenscs (ergo 
their affairs, well, while Company H 
stems headed elscwherc in a handbaske;. 

3 

Pensions in 1J.K. 
(Continued ]rorn page 1) 

the merit ol siniplicily in prodrtcin,rr a 
single contriI:~ution rate willtout scparale 
normal cost and past service cost com- 
poncnls, but ~hc author notes that a scpa- 
rately calculated new entrant rate would 
usually bc lower than the aggregate rate, 
and he acknowlcclges that the method 
produces a tapering of contribution rates 

- over-an extended period owing to the 

l 
usual influx of new ctttrants. The tnc- 
thod’s inflexibility is another disodvan- 
tage; this makes its popularity in the 
U.K. surprising to Norlh American ac- 
tuaries. 

In commettting 011 the principal U.S. 
methods, the author esprcsses puzzle- 
ment that, .in inflationary conditions, 
supplemental liabilities not covered 1,) 
normal contributions arc funded in 1111: 
U.S. by annual payments in constant dol- 
lars rather than as a level pcrcentnec of 
payroll, the prevailin,rr U.K. praclice; 
also the use of multiple amortization 
schcdulcs for different itetns of unfund- 
ed supplcmcnlal liability is regarclccl in 
Lhc U.K. as rtnnecessarily complicated. 
In discussing Lhc Frozen Tnitinl Liability 
Method the paper crilicizes as actuarially 
unrealistic the concept or a ttttiqttely cle- 
tcrmincd frozen liahility hut acknowl- 
cilgcs its accottttlingr nicety. 

The Discontinuance Target Method 

The author presents a number of 
problems associated with the Discontinii- 
ante Target Method. Tltis system, llll- 

familiar to many North American actu- 

0 
aries, takes into account future benefits 
over only a litnited pcriocl, comtnonly 
twenty years; salary increases arc pro- 
jected only to the end of that period al- 

thou@ interest, at the valuation rate, is 
taken into account beyond that; common 
practice is Lo assume an influs or new 
entrants Lo maintain a stable mcmbcr- 
ship during Lhe IimiIed period. 

The general effect is to product a con- 
tribution rate lower, often substantiall) 
so: than by more conventional nicdiods. 
The method, widely used by life compa- 
nies for insured pensions, ltas, says the 
author, “undoul~lcdly been sustained 1~) 
the selling of schemes on initial outla\ 
rather than yield on the underlying con- 
tract.” The paper altacks the method as 
“undoubtedly the least satisfactory of 
all the methods described,” and appeals 
for a strong lead from the Instilutc’s 
Council to discourage its members from 
any association with it. Concedingr that 
the Institute cannot insist that an em- 
ployer lurid at a certain rate, tlte authot 
suggests that possible contributions ill 

lower levels can be revealed provided 
the employer is told of the full potential 
cost on an actuarially acceplable tnelhorl. 

Valuation Assumptions 
The paper also treats critically the 

much-lavored U.K. concept 0E valning 
assets as discounted values of future in- 
come, and states the author’s strong prcC- 
erencc for market values. 

A common U.K. practice is to set ns- 
sumptions implicitly so as to allow for 
future pension increases. Comtnents the 
author: 

“In practice the actuary will l~r0babl~ 
compromise somewhere in the wide 
range between a low real ralc and the 
current rate of intcrcst . . . Hc mav 
prefer to present the valuation as 0II 
a high rate of interest with a specific, 
related, pension increase rate. Tacti- 
cally, however, the actuary may find 
it easier to have his views accepted if 
he usc5 a more modcrate rate or inter- 
est and merely meniions that in litnes 
of high interest this will give some 
tnargin to augment pensions.” 

The author’s closingr plea is what acttt- 
aries freely admit the possibility or vari- 
ation and tnake sure to show employers 
the nature and estcnt of their risk. . 

Ed. Note: FIASCO, July 1982, reports 
a packed house and plenty 01 controversy 
in the discussion of Mr. Colbran’s paper. 
Readers ruay borrow copies oj both the 
paper and the FIASCO article (“Retired 
Ilart”) jroliz any o/ the rtrar~y InstitrLte 
n~eni~bers on this side of the Atlantic. 
This ncwslcttcr welcor~~es discassions, q 

New Fellows 

(Contintted from page 1) 
high, if not unconscionable, commissiott 
levels.” Few saw these failings as a chal- 
lengc to pick up the gauntlet, as only 5 
of the 1.60 cited marketing as their pri- 
mary career interest. (14 and 1.6 respec- 
tively gave it as their second ancl lhird 
choice.) 

A solicitalion for opittions ol the es- 
ams and the educational systetn rcsultcd 
in a not-surprising deluge of commctttst 
nholtt half of which wcrc ~~IVOtdJ~~ (01 

at least not unfavorable). R’Iost or the 
criticisms centered on 0d-0l-date .stlidy 
llolcs, emphasis on mcmorizntion, illI< I 
the use o[ the esams as a Loot Lo limit 
the size of the profession. Some qttcs- 

tionetl the statistical validity ol ~hc es- 
ams: i.e., whether the “Lest people” are 
passing. And finally, one helplul respon- 
dent enhanced our historical pcrspeclive 
l~y inrortning us that “the csams wcrc 
harder when I used to bc a student.” 

In response to “‘What are the most 
important characteristics for sttccess (on 
the exams) ?” amid the espected (pcr- 
sislence, discipline, technical ability) p 
one lone respondent answcrcd “Prepara- 
tion I-1”. q 

Deaths 

N. Douglas Catnphell, F.S.A. 1939 

John K. Dyer, Jr., F.S.A. 1946 

Ralph E. Kcmion, F.S.A. 1925 

A. Ross Poyntz, A.S.A. 1935 
George T. Prentice, F.S.A. 1923 

Contributions to the Actuarial Edttca- 
tion & Research Fund, 208 S. La Salle 
St., Chicago, TL 60604: in memory or a 
deceased metnbcr, are acknowlcdgred to 
the donor and memhcr’s family. q 

JORDAN BRAlllED 
The Iowa Commjssion For Tlte Blind 
reports that they have coniplcled hrail- 
ling L/e ContingerLcies, and a student 
is using the product. The Commission 
is able to make a duplicate for somc- 
body clsc, perhaps for less than $100. 

We would be pleased to put any- 
body wanting a copy into touch with 
the Cornmission. And we hope that 
the student who acquired that first 
copy will let tts know how satisfac- 
torily the book is rttll-tlling its purpose. 

E.J.M. 
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NEW FELLOWS BY YEAR, 1889-1981 

by James L. Cowers, 

Director 01 Research 

Compilirlg a year-hy-year tally of ncu 
Fellow &vering the 92 yenIs of this 
Society and its two predecessor orgnni- 
zatiotls takes more than just copying 
ligurcs from a shelf of year Ijooks. Three 
operations that seem not to have hcun 
previously lncklctl are requirecl, viz.: 

(1) For the years 1909-1948: tlupli- 
cations Ilctween Fellowships in the Acta- 
aria1 Society of Amcricn and the Ameri- 
can institute of Actuaries must he re- 
mo\'ctl. 

(2) For those same years, each Fel- 
low mllst Ix assigned lo llie year of first 
acllicvirlg IYCllo\vship in either organi- 
znlion. 

(3) For Llic: ycnrs 1946-1951 and 

19fX1.981, Fellows qllnlif\~ing via the 
1,711 esnminations must he. allocated to 
lllc ycnr in whicll lliat final exam was 
\vrillcil. Incollsistetlcy in lliis treatment 
(lOWI throligh the years has heen a prolp 
km ; lvc plail to remove it from now 
OII I)y tal,lllatillg new I~cllows (and As. 
socia:cs) scparatcly for spring and Tnll 
exams in oiir Schedules of Meml,ershil). 

It turns out tllat 5,:332 inrlividunls 
have qiialilie~l :is Fellows, counling from 
the 38 chnrtcr members of April 1889 to 
1.11~ 179 who carned their Fellowships in 
llic fall 1981 esnminations. In this arti- 
clc, two tal~ulations arc given. Tal~lc 1 
lists the 898 who earned I:ellowship in 
the former Society or American Jnsti- 
111lc, or of course in both, and shows 
also how mnny ol each year’s Fellows 
were still on the rolls when those two 
hodies merged on June 3, 194.9. Table lr 

Iraccs Ihe cntrnnts Lo the present Societv 
aflcr it cnmc into heiilg. 

Table I: New Fellows, 1889 to 1948 

1889-1908 
1909 
1.9.10 
1911 
1912 
1913 
1914 
1915 
1916 

On RosLer 1949 
Er~tered (At Merger) 

169” 14,” 
486 12 

4 1 
5 1 

10 3 
12 7 
15 7 
10 9 
13 8 

1917 
1918 
1919 
192O 
1921. 
1922 
1923 
1924. 
1925 
1926 
1927 
192s 
1.929 
1.930 
1931 
1932 
1933 
1934 
1935 
1.936 
1937 
1938 
1939 
194,o 
194.1. 
19482 
194.3 
1944 
194,5 
194.6 
3.94.7 
1948 

1889-194,8 

13 11 
12 9 
14 12 

8 6 
14, 1.1 
9 cl 

10 10 
143 13 
24 22 
24 24’ 
21 1.7 
15 14 
23 22 
20 20 
19 19 
17 17 
19 18 
1.5 14, 
20 18 
19 18 
17 15 
11 I1 
20 19 
21 19 
19 1.9 
22 22 
17 17 
14 14 
23 23 
38 38 
35 35 
4i 4.7 

898 G4.2 

o Yew-by-yeor figures for 
ill T.A.S.A. 50(1949),67. 

1889.1908 ilre givl:ll 

Table II: New Fellows, 1949 to 1981 

1949 48 1966 122 
1950 39 1967 113 
1951 4,3 1968 129 
1952 44 1969 14,2 
1953 31 1970 14zl 
1954 4,G 1971 1.60 
1.955 46 1972 150 
195B [I’9 1973 IGO 
1957 53 1974 14,8 
1958 56 1975 220 
1959 65 1976 394 
1960 63 1977 336 
1961 62 1978 314, 
1962 76 1979 279 
1963 78 1980 4x1.2 
1.964s 65 1981 266 
1965 82 

194,9-1981 4,,4,34 
1889-194,8 898 

1889-1.981 5,332 

697 VOLUNTEERS! 

by Edward S. Silins 4- 

Since volunteers arc the Society’s life- 
I~lootl, it is most encouraging to report 
that 54,8 Fellows and 249 Associates 
iised the form that went Lo all our mem- 
Ijers last May inviting volunteers for - 
work on one or more of 4J different com- 
mittccs. Thus wc hcnrcl affirmativeI! 
from 12% of all Fellows and from 4#“/G 
of Associates. Every one of the 41 listed ‘. 
committees receivecl at least 5 names, the 
avcrngc Ibcing 37 names arid the largest 
98 nnllles. 

The average niiml,er of committees 
volunteered for was 2.2. 

1-Icrc is a summary of responses hv 
committee groups: 

Erlucntion atld Esamination 292 

Carter Enc;oliragcment 134, 

Most popular hy far was Kela- 
tions with Scl~ools (87). There 
were 20 interested in helping 
!vilh Minority Recruiting. 

Services to Members 616 ‘- 

Pensions (98) and Computers 
(81) led this list. 

Professional Services 133 

39 voluntccrctl for Theory of 
Diviclcnds ; runner-up was Corn- 

plainls & Discipline! 

Researcll and Studies 278 

Mortality Stutlies on Ordinar) 
I nsllrance and Annuities reaped 
48 volunteers, while lhe corres- 
ponding committee for Group 
L,iIc and Health drew 39. 37 
chose Valuation. 

YuIJlications 47 

There were 12 replies each lot 

the Cnmmittee on Papers and 

that for Rcvicw. The rest were 
cvcnl~ distributed among our 
three Editorial Boards. 

Before this article appears, all the 
ilames will have beeri sent Lo the hcacls 
of the respective Committees. Volunteers 
\viIl appreciate that with so great a rc.‘- 
sponsc, most committees won’t he able ’ 
to enjoy immediate benefit of all the 
willing hands. Don’t he discouraged. 0 


